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“OER CONTRIBUTION TO LONG-RANGE 
DDI STUDY ON CHINA 


CHINA: THE ECONOMY £0 AND 25 YEARS FROM NOW 
i 


Key Judements 


vy 

Ten. years fron ‘now, in 1984, china. oath have further out~ 
distanced the ether larce LDCs such as Indie, Pakistan, and 
Indonesia. Yet the PRC probably will not have cained ground 
on the modern high-technology eccnomies such as Japan, 
Western Europe, and the United States. China will still 
be a big poor nation with the potential and ambition for -- 
but not the realization of -- superpower status. 
Rate of Growth = 

_ China's GNP will have grown at an average of 4% to 58, 

sufficient to support continued expansion of industrial 
capacity and output, the maintenance of the population at 
slowly rising levels of well-being, and the ecuipping of 
the armed forces with a growing quantity and variety of 
strategic offensive weapons. 
Imvact of Political Upheavals on Growth 

We anticipate that veriods of political turbulence will 


have had smaller imvact than previously because of the in- F 
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creasing rootedness of Communist economic organizations, 
controls, and practices. The continued growth of vested 
interests and the expansion of the corps of technical experts 
over the next 10 years will have made the economy resistant 
to all but the most violent political shocks. If this is so, 
the events that will have accompanied the replacement of 
Mao. and Chou will not have greatly altered fundamental economic 
patterns in the PRC.’ 
Pooulation 

The pressure of population against the means of subsistence 
will have been relieved slightly by the growth of national 
output. The impact of China's population control program on 
total population is likely to have proved negligible. None- 
theless, the program will finally have accumulated sufficient 
force to permit appreciable cuts in growth rates beyond 1984, 
Agriculture | 

Decreasing returns in the agricultural sector will have 
been staved off through the completion of major irrigation 

_ projects and huge increases in the production of chemical 

fertilizers. Output of the agricultural sector will have 
advanced at an average of 28-33 annually. . 
Industrv 

Industrial capacity and ovtsout will have doubled compared 
to 1974, Technology in the metallurcy, electronics, machine- 
building, and military branches will have made conspicuous 


advances. 
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Eneroy 
Efforts to modernize the coal and electric power industries 
will have been only partially successful. Output of petroleum 
will have expanded rapidly from a small base. Petroleum ex- 
ports, while a key factor in-China's balance of trade, will 
constitute only a tiny percent of international ‘supplies. 
Foreign Trade <4 
China’ s foreigt trade in 1984 wil, poneinue: to be over- 
Seiige a to non-Communist eouneriien: as in 1974. 
Even though the leadership will be reiterating its policy of 
economic self-reliance, China almost certainly will have a 
wider variety of Gependence on the major industrial nations -- 
for modern equipment, new technology, and credits. . 


Economic incentives 


By 1984, the top leadership will be facing rising dis-~ 


content among an increasingly literate and technically 
sophisticated population. .Grievances will include austere 
living conditions and stringent controls over personal life 
and thought. An especially touchy point will be the manner 
in which young educated people are assigned to the various 


urban and rural posts in the economy. 


And by the End of the Century? 
The possibilities fan out with increasing rapidity between 


1984 and the end of the century. Twenty-five years from 
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now the Chinese economy could be anywhere between: (a) 
a state of collapse from overpopulation and/or debilitating 
military adventures; or (b) a state of world leadership, 
with China having made uninterrupted progress and the other 
major nations having failed to cope with shortages of key 
FESOUECES.. - ue believe that the Chinese will ‘land up in 
between, (a) not hitting the bottom of the range, because 
the economy has developed a great deal of ballast and the 
people are tough and flexible, and (b) not reaching the 

. tov, because unfavorable labor/land and labor/capital ratios 


will prevent a spectacular acceleration in economic growth. 


, 
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Discussion 

' Background 

| 1. The economist has great advantages over the political 
scientist and military expert in foretelling the state of 
the Chinese or any other society 10 or 25 years from now. 
neletical and military factors are evanescence: ‘political 
campaigns | or political scanGals can. jerupe overnight. Key 
leaders candie unexpectedly or suddenly drop from sight. 
Military alliances are quickly fashioned and quickly dissolved. 
Military forces are rapidly deploved to new fronts. New 
weapons change the balance of power in unpredictable ways. 

2. In contrast, the economist deals with elements that 
have tremendous stability over time -- the transportation 
network, the mills and mines, the farms and irrigation systems, 
the natural resources, the population pyramid, and the 

organization and practices of economic life.* The present 
discussion sets forth the policies and trends in the various 
sectors of the Chinese economy that are expected to color events 
over the next decade, 1974-84, and to determine the state of 
the economy in 1984, An observer coming back to an economy 


a decade later will almost always find a recognizable assembly 


Chinese economy, see the two compendiums sponsored by the Joint 


1 
j 
| *For a detailed discussion of these enduring elements in the 


Feonomic Committee of the Con¢ress: (a) . An Economic Profile 
yr meaeanenae gan 
of 6 Jet etend China (ashington, Government Printing Cirice, LT67); 
ana (3) PoortetTs Reoublic of China: &n Economic Assessment 
(sachinacar: Cevernment i PYANCLNG Gefice, Lo7e 
} ae 
' -5- 


Witter 


" Approved For Release 2006/09/26 : CIA-RDP85T00875R001900010196-1 


Meee tena pment ae acetate see Remi tied le ee che te te demesne oem ee etn 


-. Approved For Release 2006/09/26 : Platt T1M1875R001900010196-1 
| 


i of physical facilities and a familiar pattern of organizational 
practices. On the other hand, a Rip van Winkle of 25 years 
' absence would find numerous fundamental (and unpredictable) 
changes to absorb in his thinking. Therefore,. the portion of 
the discussion that takes the argument Z5 years inte the future 
is necessarily more speculative, less specific +4- and much 
Shorter. . | 
Economic Planning and. Administration ; es 
3. ‘the year 1974 is the fourth year of the Fourth Five- 
Year Plan (1971-75), which marked the resumption of regular 
\ Soviet-style economic planning after the purges of the Cultural 
Revolution. The economic planning and administrative system -- 
with its sub-systems for balancing supplies of Materials, pro- 
curing’ and distributing grain, selecting among investment 


ropoSals, arranging for inter-or anizational transfers of funds, 
ging g 


assigning young graduates to their proper slots, and col- 
lecting statistics a presumably will continue to operate 
through a series or five-year Plans. If so, in 1984 the economy 
will be in the fourth year of a sixth five-year plan, with the 
Bi organizations, controls, and practices of the Chinese “command | 
; economy" more deeply rooted than ever, 

4, as the output of a centrally managed economy increases 


and as technoleavy becomes more conplex, the problems of reconciling 
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ements for men, machines, and materials expand ex- 


ponentially., China will need a crowing corps of economic 


sas 3, Statisticians, technical specialists, and burcau 


cnieZs to handle a soaring volume of economic 
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administrative work. The expansion of this "“technostructure" 
over the next ten years will have imsortant effects on the 
continuing "red versus expert" problem. The intensified 
technical training and the erhanced position of the expert 
‘ina modernizing China means the creation of new vested 
interests and a natural tendency toward depoliti¢ization of 
the expert.’ Even" though the "reds" TYaunch’ new rectification 
Campaigns, in, the ‘next ‘decade, their power to discomfit the 
over the long term 
experts and to interrupt production is waninc/-- at least 


this is the judgment that underlies the present discussion. 
“ 


Economic Policy 


greatly influence the thrust of economic activity over most 
of the next ten years. These policies, in eeuerele support 
the agricultural sector and strengthen the ability of the 


economy to guarantee minimum subsistence to the growing popu- 


- lation. 
© Imports of grain were raised to 7.5 million tons in 
1973 (in contrast to a normal 5 million tons), and 
contracts already signed indicate minimum imports o£ 
9 million tons for 1974. Long-term contracts with 


Canada, Australia, and Arcentina extend througn 1976; 


| 

‘ 

| Peking in 1973 contracted for $1.2 billion in Western 
| inéustrial plants ~~ mainiy chemical fertilizer plants 
q 


. 
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5. Key decisions made on economic policy in 1972-73 wiil | 
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and artificial fiber plants ~- as compared with only 
$60 million in 1972. These new plants, which will 
come into operation in the late 1970s, will increase 
China's urea capacity to 5 times the present iovel 
and will reduce the pressure on agriculture for natural 
fibers. fe 
. ‘In spite oF China's long-standing reluctance to incur 
foreign “debt, two-thirds of the value of the new 
ines eee in 1973 will be financed through 
deferred payments. The economy will readily handle the 
level of Gebt service payments recuired. 
6. The momentum imparted by the grain and industrial 
contracts, the new credit arrangements, and the general opening 
of China to wider eenmenctad and scientific contracts will 


not easily be reversed over the next decade. These economic 


policy Gevelopments reinforce the argument above, namely, 
that only a major polisical upheaval will reverse the 
general direction of economic events in the next decade. 

7. In the first two months of 1974, new political ferment 
has gripped China. Campaigns are underway to insure that the 
relaxation of revolutionary conduct of the post-Cultural 
Revclution years does not go too far. Wwe expect that the new 
political turbulence will not to be pushed to the point 


where no new contracts will be signed for foreicn industrial 


a 


plants. At a minimum, hewever, the current political tur- 
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bulence serves as a warning to China-watchers against facile 
straight-line projections of economic policy and growth 
prospects. 
Population Pressure and Population Policy 

8. Because of the return to peace, the reduction in 
infant mortality, and a general improvement in nutrition and 
public health, ‘popiilation under the Communist regime has 
grown at 2% annually, compared with 1% or- less in the pre= 
Communist period. The present population control campaign, 
which began as the Cultural Revolution faded, includes these 
features: 


® official encouragement of later marriage, for example, 


men at 30 instead of 25, women at 25 instead of 20; 


provision of training in birth control methods and 


manufacture and distribution of birth control devices 


and pills; 
® use of "barefoot dectors" (yor 'hful rural medical 
corpsmen) and practical nurses to spread birth 


control information throughout the countryside; 


id widespread propaganda on (a) the need for smaller 
families as a means of maximizing the participation o£ 
women in the labor force, and (b) the error in empna- 
sizing male children as continuers of the T?mily line; 
© inelusion of birth control tarcets in the various 
economic plansy ane 
ad of specific baby 


\— 


Approved For Release 2006/09/26 : 


intrecuction,on a small scale so far, 
a 


~s 
quotas for low-level economic units. 


-J- 
ENED RA a am 7 
gah beret ss 
UOREDENT IA 


7 


Q 
>. 
A 
O 
U 
©. 
a 
— 
° 
=) 
or) 
“I 
a 
a. 
=) 
So 
—_ 
© 
. 
=) 
=) 
—_ 
° 
—_ 
Te) 
o 
4 


wees: 


“Approved For Release 2006/09/2, Phy 


Approved For Release 2006/09/26 : ‘CIA-RDP85T00875R001 900010196-1 


saitiaa pay RRERTOOS7SRO01 900010196-1 


9. Population for most of tre next ten years is likely 
to continue to inevcase at 2% because (a) improvements in 
public health will continue to reduce potest ew rates, and 
(b) the birth control campaicn will have little effect beyond 
city limits, certainly in the first few years. ,Most observers 
who have nZAreee an estimate of China's pesttetien accept 


the Ghinede census “figure of 583 million of alee tie? but 
ute 


part company on ae rate of growth. Curtataly the authorities 


in Peking do not know how fast the: pepulation has crown since 


the census. Consider this statement by Vice Fremier Li 
Hsien-nien, Chou's deputy for economic affairs, in an 
interview with an Egyptian journalist in 1971: 


. « « We have been racing against time to core with the 

enormous increase in population. Sone people estimate the 
population at 800 mi illion ané some at 750 millien. Enon ee: nately, 
there are no accurate statistics in this cemnection. Never- 
theless, the officials at the supply and crain Gesartment 

are saying confidently, "The number is 800 million veopie." 
Officials outside the grain derartment say the cesulat ion 

ais "750 million only" whilé the Ministry of Commerce affirms 

that "the number is 830 million." Eowever, the planning 
éepartment insists that the number is "less than 750+million." 

The Ministry of Commerce insists on the biccer number in 

order to be able to provide goocs in large quantities. 

The planning : men reduce the ficure in order to strike a 

balance in the clans of t 


sey 
w 


varicus state Gevartments. 
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10. In this present discussion the sopulation figure 
accepted for mid-year 1974 is $20 million, which implies 
an average annual rate of exewth of 2.28 -- below the rates in 
other ropulows Asian countries with considerably souae 
standards of wublic health. =f chis 1974 figure is usec anc 
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if growth averayes 2% over the next 10 years, China's popu- 
lation would number 1,120 million in 1984. I¢£ the population 
control program succeeds in breaking growth down to 1% by the 
end of the 10 years, with growth for the period averaging 
1.5%, the population would reach 1,070 million in 1984, 
Because of the economic policy changes skercned. ae above, 
the extra 130: ‘to 200 mil!ion people can be supported. 
Nonetheless ,; the ne added to the population -- who will 
contribute practically nothing to over-all output -~- represent 
the continuation of the pressure of an immense and expanding 
population on overloaded agricultural resources. 


Agriculture: Diminishing Returns? 


11. After the three disaster years of 1959-61, during 


| 

| which China barely avoided mass starvation znd even the 

| toppling of the government, the regime made an about-face 

{ in agricultural policy. Previously, planning had focused on 
the rapid development of heavy and military industry. The 
agricultural sector had been left to its own resources; 
increased production was to come from the collectivization 
of the countryside and from investment based on rural man- 
i , power and local materials. Beginning in 1962, the new 
agricultural policy called for large and steadily expanding 
inputs into the agricultural sector from the industrial 
sector -~- chemical fertiliser, pumps and other irrigation 
equipment, tractors, pesticides, and improved varieties of 


“ 
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12, During the Cultural Revolution (19¢6- ~69), emphasis 
was redirected to the bruil ng of numerous local fertilizer, 
cement, and agricultural equipment plants. In the last two 
years, the tide has switched back to the larcer modern 
plants, as witness the huge commitment made in 1973 fer the 
purchase of foreien chemical fertilizer plants. 4 These plants 
will Have “nett. impact starting in the late 1970s, They 
will bes China-a capacity for producing urea ie _times as 


Les 


large as casacity at yearend 1973, 
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13. The policy of the last decade of insuring the 
agricultural base of the economy was centered cn increasing 
the yields on the 20% of the tillable acreage with the 
highest potential for growth. As the volume of inputs to 


agriculture has climbed, the possibility. has risen of 


fa 


diminishing: returns; China may soon get a mallee and smaller 
REBponss of ‘production as larger inputs are applied to less 
favored acréage.: ‘We believe that the spectre of Sunes tres 
return will be held off for the next i0 years at least. 
Many large rivers still remain to be harnessed; existing im- 
provements in agricultural technology can be spread 
advantageously to sizable backwater areas; and China is only 
beginning to exploit the advanced techniques of the "green 
revolution." 
Industry: Advantages of Backwarcness 

14. At the beginning of 1974, China even while making 
noteworthy achievements in industry, remains 5 to 20 years 
or more behind in the various industrial branches. 

® Whereas the Chinese marufacture basic transportation 
and steel-making equipment, they must turn to Western 
Europe and Japan for advanced vehicles and steel 
furnaces and rolling mills. : 
Whereas China has just announced the successful 
trial production of its initial third generation 

mnputer, tha United States and Japan have been movinu 


repidly beyond the third generation of computers. 
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Whereas the Chinese are capable of manufacturing the 
equipment for exploration ana drilling for onshore — 
oil, they rust turn to the United States and other 
Suppliers for offshore equipment; 
© Whereas the Chinese are in the process of deploying 
several dozen missiles of medium and intermediate 
Tange, the United States and the USSR have for some 
time deployed hundreds of intercontinental missiles, 
some "Or tneredipie complexity and accuracy. 
15. Over the next 10 years, Chinese industrial pro- 
‘duction probably will increase at an average annual rate of about 
| 8%. By 1984, then, industrial production will be twice the 
| present level and will have benefitted from major infusions of 
| both domestic and foreign technology. 
| 16. The PRC has ample opportunities vemaining of 
\ obtaining low-cost technology embodied in foreign plant and 
equipment. The major industrial nations, which will have to 
cough up billions mae to pay for their oil, will be anxiously 
contending for their share of the Chinese Market. Even 
“though China's purchases remain small by world standards, 
they are growing rapidly and will be boosted over the next 10 
yeais by Peking's less puritanical attitude toward credit, 
4t the same time that China will be making great technological 


Strides, the hich- technology nations will ba driving chead on 


for. Chine wil continue to benefit from its 
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relative industrial backwardness, that is, in 1984 it 
will still be able to obtain plant and equipment on which 
R&D costs have been paid off and technical problems 
ironed out. : 

17. Petroleum production by 1984 will have ‘expanded to 
several times the current level of l’million b/d. Most of 
the additional titput will have eens from the exploitation 
of large new onshore fields opened in the early 197¢s. 
Limitiations on the expansion of production in these fields 
does not arise from lack of resources or technical competence 
but from limitations on production equipnient and pipelines. 
In the contrasting case of offshore fields -- which almost 
certainly will become an appreciable part of China's output 
in the 1980s -- the acquisition of foreicn technolocy will 
be a critical factor in determining the pace of development. 

18, While petroleum plays the glamour role, coal will 
continue to supply the great bulk of China's primary energy 
even in 1984, Recent increases in the production of coal 
have been realized only because of intensified working of 
existing mines, sometimes to the goint of rapidly diminishing 
returns. The favre to tovadt in large new mines during 
the current plan period is attributable not to cversight 
but rather to the hicher priority needs of agriculitzre 
and its supporting industries. This failure will te refleccen 
over the next 10 years in tight susplics o 
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19. In 1984, military production will have moved forward 
in the quantity and variety of weapons for all branches of 
the armed forces, with the eee prominent gains having been 
made in the production of strategic offensive weapons. 
Foreign Trade: Tied to the West 

20. The policy changes of 1972-73, which Pee larver 
imports of grain and industrial plants and recourse to 
foreign Sreait . do. niet mean an abandonment of China's key 
economic goal of self-sufficiency. Peking has correctly 
concluded that imports of equipment and know-how from Japan, 
Western Europe, and the United States give China ats only 
chance for uitimate self-sufficiency in production ot) neacks 
machinery send weapons. Over the next ten years, the plant 
and equipment now being ordered will give China's modernization 


program a fillip, especially in chemicai fertilizer, 


artificial fibers, iron and steel, ; electronics, an3 transportation, 


21. By 1984, the volume ‘of China's foreign trade in 
real terms will have roughly doubled. The pattern of trade 
will have the following features, which in most cases’are 


holdovers from 1974. om : 


° China will gain low-cost food and industrial equipment, 
materials, and technology in return for raw materials, 
light manufactures, and high-value foodstuffs; 

Qa 


Roughly 808 of trade will continue to be with the 


nen-Communist countries; Peking will deliberately 
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spread its orders for industrial plant among a 

number of suppliers -- Japan, the United States, 

West Germany, France, the UK, Italy, and the smaller 

nations of Western Europe; 

The tremendous imbalance of trade to be expected 

with these suppliers will continue to he offset by 

“the more than one billion dollars net carnings in 

dealings with Hong Kong; this pattern, of course, will 

be operative in 1984 only if Peking's relations with 


the Crown Colony have continued on the same track; 


China's imports of grain, which have recently been 
vrising toward 10 million tons a year, will have 

fallen back to a txickle "ean 184 if 
the expansion of the chemicai fertilizer industry has 


s 


\ worked out as planned; the United States probably 
| minor 


will have become a/ supplier of grain, being turned 
tewnen Canada, Australia, and Argentina are unable 
to fill China's Sruees, and 
Petroleum will have become a key export for China, 
even though the amount involved will be peanuts by 
international standards. 
Living Standards: Up Enough? 

22. From 1949 to 1974 -- with the exception of the disaster 
years of 1359-61 ~~ the Chinese Communist regime has been able 


1 
| 
| to supniy a greving posulation with the basic necessities 
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of life. Small yet palpable increases in living standards 


have gradually been achieved: 

® thanks largely to the private garden plots and 
livestock holdings, the quality, variety, and avail- 
ability of foods have been improving; 


“color and 


® cautious advances have been made in the 

variety of wearing epparel; " 

2 Steady. gains ‘have been made in the replacing or up- 
grading where notable improvement has come from 


after-hours work and local building materials; 


© Sizable percentage gains have been made in the pro- 
duction and sale of basic consumer Gurables -- wrist- 
watches, transistor radios, bicycles, seeing machines, 
and kitchenware; and | 

) 


Increases in eervestive consumer services -- trans- 
portation, education, health, and entertainment -- 
have added to the actuality and the Zeeling of well- 
being in the PRC. 

23. The distributicn of income in China is highly: 
egalitarian by the ctanéarés of Asia. Nevertheless, @ con- 
siderable amount of inequality is rermitted, mainiv as a means 
of spurring wreductivity. The crebliem is wmhetner enouch 
resources are available to keeo up rreductive morale. The Pexing 
leaGership Zaces the "Whet have vou dene for ma lately?" 


synérome. The great majerity of the sonulation hes no clear 


face alarm RN eS ati erst 
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remembrance of how bad things were before 1949. As the 
Cultural Revolution advocates claimed, revolutionary fervor is 
lacking on the part of the young and those older people with 
accumulated vested interests. Furthermore, a built-in conflict 
exists between the widening of literary and technical sophisti- 
cation an@ the maintenance of austere standards Df consumption. 
Traditionally, the Chinese people have kept, private their 
thoughts and way of ‘life. By no means are they completely 
won over to the Magtat way of public "strugcle, criticism, 
transformation." By 1984, living standards should have risen 
perceptibly above the standards of 1974. The government almost 
certainly will have proved able to contain any discontent 
with the slowness of advance and with the ‘contrast between 
spartan consumption and rapid technical davenced: 
Experts Have Post Position 

24. The ten years between 1974 and 1984 will have seen a 
further proliferation and professionalization of the economic 
and engineering bureaucracy (the "technostructure"). In 
the “red versus expert" confrontation, the future will belong to 
the expert in spite of Chairman Mao's efforts. 
Twenty-five Yea:s into the Future 

25. Whereas the economic prognostications for 1984 are 
based on considerable foreknowledue of the state of China's 
cavital plant, the possibilities .widen rapidly when we push 


out Zarther into the future. fmona the maior factors affacting 


the future: 
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The population sro RELOENTIAL, will be fairly 


Stable for 10 years, could change by a percentage 


point or more over 25 years, with substantial effect 
on Peking's ability to support industrial ana military 
expansion; 


© China's self-sufficiency Fi 
ee in energy could be a, eedenee: advantage by 
‘the t turn of the century or could mean Titele in the event 
the: presently ‘beleaguered nadseriat nations have 
solved their energy problens; . 
% © The struggle between the "red" and "expert" political 
philosophies in China could lead to-marked changes, 
up or down, in the rate at which China :accumulates 
Capital plant ana technology over 25 years; 
The foreign trade pattern, which now has a general 
pattern locked in for some years by contracts with 
non-Communist countries for grain and industrial 
equipment, mey alter in wholly unforeseen ways as 
China moves beyond the 1970s; and 
© Political an@ military developments of the next 
several years could bend the economy toward new 
goals that would have a pronounced effect by the turn 
of the century on many of the funcgamental characteristics 
of the economy described previously. 
26. If everything went wrond economically and/or China 


saivered a military cefert or cther Gisaster, the econony 
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were 
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could be in a state of collapse by the year 2000. To examine 


the economic. side only, this worst possible case is unlikely 


because of (a) the high quality of China's population as 


the human raw material for economic development, (b) the 
Stiony chances of success in-population control toward the 
end of the century, (c) the tremendous natural mesources, 
which easily BESE Superpower standards, and - (a) the growing 
amount of "economic. baliestle that is, the stabilizing 


effect of “the? growing accumulation of physical, technological, 


and organization capital. 


to 


7. Nor is the best possible case -- which combines 


relief from the Malthusian trap, smooth absorption of foreign 


.technology, avoidance of political turbulence, and the inability 


of rival nations to adjust to energy shortages -- a likely case. 
Too much of the governing philosophy in the PRC stems from 
the Long March and the Yenan period and will constitute a 
barrier to extraordinarily Rapid development. Furthermore, 
the tensions within China as to which people get the small 
number of slots in the educational system and which young 
graduates get the cushy urban posts will hardly disappear in 
the next 25 years. 

28. Thus, vithin the huge range of possible outcomes 
after 25 years, we believe the actual outcome will be within 


a still wide range of middle Possibilities. China almost 
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certainly will not be a superpower in the class of the US 


or' the USSR (or a possibly united Europe or a possibly re- 
energized Japan). Within this middle range of hypothetical 
outcomes, the PRC could be either (a) well on == way 

to PRPeEDOWeS status, or (b) remaining far behind the 
high-technology countries as a big and still poor nation. 
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